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NATIONAL  CREDIT  UNION 
ADMINISTRATION 

12  CFR  Parts  704  and  741 

Corporate  Credit  Unions  and 
Requirements  for  Insurance 

agency:  National  Credit  Union 
Administration  (NCUA). 

ACTION:  Final  rule. 

SUMMARY:  This  rule  expands  the  rights 
and  responsibilities  of  federally  insured 
corporate  credit  unions.  The  rule  is 
necessitated  by  the  expanded  role  of 
corporate  credit  unions  in  the  credit 
union  system.  It  should  ensiu%  that 
corporate  credit  imions  remain  safe  and 
sound  and  will  enable  them  to  provide 
improved  services  to  their  member 
credit  unions. 

EFFECTIVE  DATE:  December  1, 1992. 
ADDRESSES:  Send  comments  to  Becky 
Baker,  Secretary  of  the  NCUAB, 

National  Credit  Union  Administration, 
1776  G  Street,  NW.,  Washington,  DC 
20456. 

FOR  FURTHER  INFORMATION  CONTACT:  D. 

Michael  Riley,  Director,  or  Ronald  Alf, 
Corporate  Credit  Union  Specialist, 

Office  of  Examination  and  Insurance 
(202)  682-9640,  or  Lisa  Henderson,  Staff 
Attorney,  Office  of  General  Counsel 
(202)  662-9630,  at  the  above  address. 
SUPPLEMENTARY  INFORMATION: 

A.  Background 

On  March  13, 1991,  the  National 
Credit  Union  Administration  Board 
(NCUAB)  issued  a  proposal  to  amend 
the  regulations  governing  corporate 
credit  unions  and  requirements  for 
insurance  (part  704  and  §  741.9).  See  56 
FR 11952,  March  21, 1991.  In  response  to 
subsequent  requests,  the  NCUAB 
extended  the  comment  period  to  July  1, 
1991.  The  NCUAB  issued  a  revised 
proposal  on  November  13, 1991.  See  56 
FR  59224,  Nov.  25, 1991.  The  comment 
periad  ended  on  January  9, 1992.  The 
NCUAB,  in  response  to  comments  and 
discussions  with  interested  parties,  has 
made  a  number  of  changes  in  this  hnal 
regulation. 

Although  this  is  a  Hnal  rule,  the 
NCUAB  is  soliciting  comments  regarding 
technical  changes  that  may  be 
necessary.  This  is  not  a  formal 
“comment  period"  within  the  meaning  of 
5  U.S.C.  553,  but  merely  a  vehicle  for  the 
NCUAB  to  be  apprised  of  difficulties  in 
implementing  the  regulation  that  may 
not  have  been  foreseen  by  NCUA  staff. 
The  NCUAB  stresses  that  the  policy 
decisions  have  been  made  and  are  not 
at  this  time,  subject  to  modiHcation. 
Therefore,  comments  should  be  confined 
to  technical  matters. 


B.  Comments 

The  comment  period  ended  on 
January  9, 1992,  for  the  November  13, 
1991  proposal.  Seventy-five  comment 
letters  were  received:  27  from  corporate 
credit  unions,  9  from  state  leagues,  34 
from  natural  person  credit  unions,  2 
from  national  credit  union  trade 
associations,  2  from  housing  finance 
corporations,  and  1  from  a  trade 
association  representing  broker/dealers. 
Nearly  every  provision  in  the  regulation 
received  at  least  one  comment.  Tlie 
comments  have  been  thoroughly 
considered  by  NCUA  staff. 

C  Section-by-Section  Analysis 
Section  704.1  Scope 

Two  commenters  objected  to 
extending  part  704  to  federally  insured 
state  chartered  corporate  credit  unions, 
arguing  that  it  would  remove  the 
advantage  of  the  dual  chartering  system. 

The  NCUAB's  position  remains  as 
stated  in  the  November  13  proposal. 
Federally  insured  credit  imions  have  a 
high  percentage  of  their  inyestments  in 
corporate  creffit  unions,  including 
federally  insured  state-chartered 
corporate  credit  unions.  Consistent 
standards  for  corporate  credit  unions 
with  respect  to  operating  fi*amework, 
reserving,  and  asset/liability 
management  are  essential  to 
maintaining  a  viable  systenL 
Accordingly,  this  regulation  applies  to 
both  federal  corporate  credit  unions  and 
federally  insured  state-chartered 
corporate  credit  unions. 

In  this  final  rule,  the  NCUAB  has 
added  a  provision  clarifying  its 
authority  to  issue  orders  which  vary 
fix)m  the  regulation.  The  authority  to 
issue  such  orders  is  provided  in  section 
120(a)  of  the  Federal  Credit  Union  Act, 

12  U.S.C.  1766(a).  The  added  language 
clarifies  that  the  NCUAB  may,  for 
example,  permit  corporate  credit  unions 
to  provide  services  ffiat  are  not 
explicitly  listed  in  §  704.9  of  this  part. 

Section  704.2  Definitions 
Affiliated  Organization 

In  response  to  comments,  the  NCUAB 
has  added  a  definition  for  “affiliated 
organization".  Such  organizations  would 
include  leagues,  league  service 
corporations,  credit  union  service 
organizations  (CUSOs),  joint  venture 
companies,  and  any  other  organization 
with  which  the  corporate  credit  union 
shares  facilities,  personnel,  equipment, 
or  services.  The  term  also  includes  any 
organization  controlled  by  or  owned  by 
any  organization  with  which  the 
corporate  credit  union  shares  facilities, 
personnel,  equipment,  or  services. 


Asset-backed  Securities 

At  the  suggestion  of  commenters,  the 
definition  was  amended  to  clarify  that 
the  term  does  not  include  mortgage- 
backed  securities. 

Capital 

The  definition  was  changed  to  include 
net  income. 

Corporate  Credit  Union 

In  response  to  comments,  the  NCUAB  ^ 
notes  that  the  requirement  that  a 
corporate  credit  union  be  designated  as 
such  by  NCUA  was  included  in  the 
definition  to  prevent  corporate  credit 
unions  from  being  formed  without 
NCUA  review.  The  NCUAB  is  aware 
that  laws  in  some  states  will  need  to  be 
changed  in  order  to  allow  corporate 
credit  imions  to  restrict  their 
membership;  therefore,  the  timing  aspect 
of  this  requirement  will  be  implemented 
in  a  flexible  manner.  However,  while  the 
November  13  proposal  stated  that 
existing  natural  person  members  could 
continue  their  memberships  in  the 
corporate  credit  union,  this  final  rule 
requires  corporate  credit  unions  to 
terminate  all  natural  person 
memberships  above  ffie  minimum 
required  by  law  to  charter  and  operate  a 
corporate  credit  union.  Out  of  concern 
regarding  the  voting  strength  of  natural 
person  members,  the  NCUAB  had 
proposed  in  §  704.12  to  prohibit  such 
members  from  voting  on  issues 
pertaining  to  the  corporate  credit  union. 

In  response  to  the  objections  of  a 
number  of  commenters,  the  NCUAB  has 
determined  to  allow  natural  person 
members  to  vote,  but  to  restrict  their 
numbers  from  the  effective  date  of  part 
704.  The  corporate  credit  union’s  board 
of  directors  shall  determine  which 
natural  person  memberships  to 
terminate. 

Membership  Capital  Share  Deposits 
(MCSD) 

At  the  suggestion  of  a  number  of 
commenters,  the  NCUAB  has  dropped 
the  requirement  that  a  credit  union's 
membership  be  terminated  for  1  year 
after  withdrawing  funds  from  its  MCSD 
account.  However,  since  permanence  is 
an  important  element  of  capital,  once  a 
credit  union  gives  notice  to  withdraw 
any  portion  of  its  MCSD  account,  that 
portion  can  no  longer  be  considered 
secondary  capital. 

Despite  the  objections  of  16 
commenters,  the  NCUAB  continues  to 
believe  that  funds  in  MCSD  accounts 
may  not  be  used  to  collateralize 
borrowings  by  member  credit  unions 
from  corporate  credit  unions.  A  specific 
pledge  of  an  MCSD  account  against  a 
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member  credit  union’s  loan  balance 
reduces  the  level  of  capital  to  control 
the  corporate  credit  union's  overall  risks 
and  potential  losses.  If  MCSD  accounts 
are  used  to  collateralize  borrowings, 
their  value  as  secondary  capital  is 
reduced.  While  hinds  in  MCSD  accounts 
may  be  used  to  offset  a  loss  if  the 
primary  ooUateral  is  inadequate, 
corporate  credit  onions  are  expected  to 
adequately  collateralize  loans  to 
members;  there  should  be  little  or  no  use 
of  MCSD  accounts  to  offset  borrowings. 
The  restriction  on  pledging  applies  to  a 
credit  onion  or  a  corporate  cr^t  union 
that  is  carrying  the  MCSD  account  as  an 
asset. 

In  response  to  comments,  the  NCUAB 
has  agreed  to  allow  corporate  credit 
unions  to  acquire  MCSD  accounts  from 
other  corporate  credit  unions;  these 
fimds,  however,  cazmot  be  included  as 
secondary  capital  for  computing  reserve 
transfers  or  for  determining  whether  a 
corporate  credit  union  is  meeting  its 
minimum  capital  requirements.  These 
restrictions  do  not  apply  to  U.S.  Central 
Credit  Union,  whidi  is  a  corporate  credit 
union  for  corporate  credit  unions. 

Although  several  commentera 
suggested  changes  to  the  language 
regarding  creditor  priority,  the  NCUAB 
beeves  that  the  proposed  priority  order 
is  necessary  to  ensure  that  MCSD 
accounts  function  as  capital  and  are 
available  to  fund  losses  to  the  corporate 
credit  union. 

In  response  to  conunents,  the  NCUAB 
has  dropped  the  word  ’'subordinated” 
from  the  first  sentence  of  the  definition 
of  MCSD.  since  the  other  terms  and 
conditions  define  the  nature  of  the 
account.  A  phase-in  period  of 
approximately  18  months  has  been 
provided  for  corporate  credit  unions  to 
establish  MCSD  accounts  for  the 
piirposes  of  calculating  total  capital 
ratios. 

Member  Reverse  Repurchase 
Transactions 

At  the  suggestion  of  numerous 
commenters  and  in  the  interests  of 
clarity,  the  definition  of  member  reverse 
repurchase  transactions  has  been 
reworded. 

"Secondary  Capital 

The  definition  has  been  amended  so 
that  the  amount  of  term  subordinated 
debt  that  counts  as  secondary  capital 
declines  as  the  debt  approaches 
maturity. 

Speculative  Activities 

In  response  to  a  request  to  provide  a 
list  of  activities  that  are  considered 
speculative,  the  NCUAB  notes  that  it  is 
not  possible  to  provide  such  a  list,  as  ’ 


activities  that  oould-be  considered 
speculative  in  one  scenario  could  reduce 
risk  in  a  different  scenario.  The  term 
“forwards’*  refers  to  such  investment 
products  as  forward  fed  funds,  forward 
contracts,  forward  agreements,  etc. 

These  instruments  are  considered 
speculative  except  when  they  are  used 
solely  to  reduce  interest  rate  risk. 

Term  Subordinated  Debt 

To  be  considered  secondary  capital, 
term  subordinated  debt  must  be  “at 
risk”.  This  “at  risk”  element  is  a  critical 
factor  in  considering  whether  the 
account  is  the  fiinctional  equivalent  of 
cairitaL  The  ability  of  term  subordinated 
debt  to  be  used  as  capital  to  fund  losses 
could  be  substmitially  reduced  if  the 
corporate  (U«dit  union  had  the 
discretion  to  redeem  sudi  debt  without 
NCUA’s  pennissitm.  Term  subordinated 
debt  does  not  have  priority  over  the 
NCUSIF  end  MCSD  accounts. 

Section  704.3  Planning:  Strategic  and 
Business  Plans 

In  response  to  continued  objections  to 
the  requirement  that  corporate  credit 
luiions  have  strate^c  and  business 
plans,  the  NCUAB  wishes  to  emphasize 
again  that  such  plans  are  vital  to  the 
success  of  a  corporate  credit  union  and 
are  appropriate^  included  in  the 
regulatiaa.  The  regulation  establishes  a 
brdad  framework  (os  strate^c  and 
business  plans;  examiners  will 
determine  whether  the  corporate  credit 
union  has  developed  meaningful  policies 
and  procedures  consistent  with  the 
requirements.  In  addition,  NCUA  will  be 
de^oping  a  section  of  the  Corporate 
Excuniner'a  Gnide  on  this  issue. 

Section  704.4  Asset/liability 
Management 

In  response  to  comments,  the  NCUAB 
wishes  to  clarify  that  a  corporate  credit 
union  will  be  expected  to  develop  asset/ 
liabili^  policies,  iBt}cedures.  and 
reports  in  relation  to  the  degree  of 
interest-rate  risk  and  liquidity  risk  it 
imdertakes.  A  corporate  credit  union 
with  variable  maturity  instruments  is 
expected  to  implement  sophisticated 
procedures  to  control  interest-rate  risk 
and  to  provide  reports  to  its  board  of 
directors  regardizig  these  controls.  In 
general,  a  higher  standard  unll  be 
expected  of  a  corporate  credit  union  that 
elects  to  manage  interest-rate  risk  than 
one  which  chores  to  eliminate  it 
through  strict  matching  of  the  sources 
and  uses  of  its  funds. 

Section  704.6  Investment 

The  NCUAB  has  declined  to  adr^  a 
suggestion  to  drop  the  word 
“diversification”  after  “risk”  in 


paragraph  (a)(1).  The  word  has  been 
retained  to  emphasize  the  need  for 
corporate  credit  onions  to  achieve 
adequate  diversification  of  instruments 
and  issuers.  The  expanded  investment 
authority  provided  under  this  regulation 
shcHild  fa^tate  risk  diversification  of 
corporate  credit  union  investment 
portfolios.  The  ability  of  corporate  credit 
unions  to  apply  individually  for 
additional  investment  authority  will  also 
permit  increased  diversification.  The 
degree  of  diversification  is  dependent  on 
the  amount  of  risk  a  corporate  credit 
union  has  assumed  and  how  well  that 
risk  is  controlled. 

In  response  to  a  request  to  permit 
corporate  credit  unions  to  invest  in  bank 
notes,  the  NCUAB  notes  diat  it  has 
taken  die  position  that  section  107(8]  of 
the  FCU  Act  12  U.S.C.  1757(8). 
authorizes  FCUs  to  purchase  bank  notes 
that  constitute  "deposits”  for  the 
purposes  of  the  Federd  Reserve  Board’s 
Relation  D  (see  12  CFR  part  204;  see 
also  NCUA-bi^tment  Report  Number 
7,  dated  February  1901).  Thus,  such 
investinents  are  authorized  under 
paragraph  (b)(2)(i). 

A  nuinber  of  commenters  suggested 
changes  to  die  proposed  rating  and 
divestiture  requirements  for  asset- 
backed  securities  set  forth  in  paragraph 
(b)(2)(v).  Since  asset-backed  securities 
are  relatively  new  investment 
instruments,  the  NCUAB  believes  they 
should  be  subject  to  higher  rating 
standards  than  corporate  cmd  ba^  debt. 
However,  because  corporate  and  bank 
securities  are  not  collateralized,  the 
NCUAB  has  risk-weighted  asset-backed 
securities  with  maturities  of  3  years  or 
less  at  20  percent  and  corporate  and 
bank  debt  at  100  percent 

At  the  suggestion  of  a  oommenter.  and 
for  diversification  purposes,  the  term 
“issuer”  in  paragraph  (b](2)(v)(B)  has 
been  changed  to  “security  or  trust”.  To 
be  considered  a  pr(^;)er  asset-backed 
security  for  the  purposes  of  this 
paragraph,  however,  there  should  be  a 
clear  and  legal  separation  of  the 
business  interests  of  the  issuer  frc»n  the 
trust. 

A  number  of  commenters  argued  that 
the  CMO/R^llC  average  life  test  in 
paragraph  (bK2HviKA)  was  too 
restrictive,  patiicul^y  conqiared  with 
the  test  set  forth  in  part  703  for  such 
investments  for  natural  person  credit 
unions.  In  light  of  the  more  stable 
liabilities  of  natural  person  credit 
unions,  the  NCUAB  believes  that  it  is 
appropriate  for  them  to  use  a  leas 
restrictive  average  life  test  The  NCUAB 
also  has  clarified  that  industry 
consensus  prepayment  modeb  most  be 
used  in  conqiating  the  average  life  of  a 
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prospective  investment.  Such  models 
are  the  best  mechanisms  for  providing 
consistent  testing  of  average  lives.  Any 
models  that  utilize  the  average  of  the 
prepayment  estimates  of  several  major 
dealers  for  the  mortgage  collateral  under 
review  will  satisfy  this  requirement.  The 
NCUAB  has  also  clarified  that  the 
average  life  test  must  apply  at  the  time 
of  purchase  and  on  any  subsequent 
review  date.  Also,  the  anticipated  rate 
of  prepayment  must  remain  constant 
over  the  remaining  life  of  the  mortgage 
collateral.  Finally,  the  NCUAB  has 
deleted  the  provision  exempting  a 
CMO/REMIC  from  the  limitations  of  the 
average  life  test  if  the  security  was 
purchased  as  an  investment  of  reserves 
and  undivided  earnings.  The  NCUAB 
believes  that  reserves  and  imdivided 
earnings  should  be  used  to  offset  all 
risks  that  credit  unions  may  incur. 

The  NCUAB  wishes  to  clarify  that  the 
“matching”  referred  to  in  paragraphs 
(b}(2)(vi)  (A)  and  (B)  refers  to  reducing  a 
liability  when  principal  payments  are 
received  on  a  corresponding  investment, 
such  that  the  balance  of  the  liability 
mirrors  the  balance  of  the  asset  This 
can  also  be  done  for  multiple 
investments  with  matching  liabilities. 
This  practice  effectively  transfers  the 
prepayment  and  extension  risks  to  the 
member  credit  union. 

In  response  to  comments,  the  NCUAB 
has  modified  the  divestiture  requirement 
for  dowi^aded  CMOs/REMICs.  Instead 
of  requiring  that  any  downgraded  CMO/ 
REMIC  be  divested,  paragraph 
(b)(2)(vi)(C]  now  requires  divestment 
only  where  the  amount  invested  in  such 
instruments  exceeds  5  percent  of  capital. 

Forty  commenters  objected  to 
proposed  paragraph  (b](2)(vi)(E)’s 
limitation  of  a  corporate  credit  union’s 
total  investment  in  CMO/REMIC 
securities  to  30  percent  of  its  shares  and 
capital. 

Commenters  suggested  that  the 
limitation  could  diminish  the  rate  of 
return  on  investments  in  corporate 
credit  unions,  encouraging  member 
credit  unions  to  seek  higher  returns 
through  riskier  investments  elsewhere. 
They  also  suggested  that  the  limitation 
could  result  in  corporate  credit  unions 
taking  on  more  credit,  prepayment,  and 
extension  risks.  Commenters  argued 
that  while  it  is  logical  to  control  credit 
risk  by  establishing  a  limitation  based 
on  percentage  of  net  assets,  it  is  not 
logical  to  attempt  to  limit  interest  rate, 
extension,  and  prepayment  risk  using 
the  same  vehicle.  It  was  suggested  that 
these  risks  would  be  addressed  by  the 
new  “shock  test”. 

Persuaded  by  the  commenters’ 
concerns,  the  NCUAB  has  removed  the 
30  percent  limitation,  *1116  NCUAB 


emphasizes,  however,  that  a  corporate 
credit  union  with  signiHcant 
concentrations  of  assets  in  variable 
maturity  instruments  such  as  CMOs/ 
REMICs  and  asset-backed  securities 
will  be  expected  to  have  controls  (such 
as  portfolio  modeling  capabilities)  to 
measure  risk  and  to  support  its  asset/ 
liability  strategy.  The  corporate  credit 
union  will  be  required  to  demonstrate 
that  sufficient  controls  have  been 
implemented  to  limit  interest-rate  risk 
under  any  possible  scenario. 

The  NCUAB  has  modified  paragraph 
(d),  which  addresses  divestiture  time 
frames.  The  proposed  regulation 
required  that  investments  be  divested 
upon  being  downgraded  below  the 
minimum  credit  ratings  allowable.  The 
final  regulation  is  broader,  however, 
requiring  divestiture  of  any  investment 
that  does  not  comply  with  the 
requirements  of  the  regulation.  The 
change  recognizes  that  not  all  of  the 
requirements  in  the  regulation  relate  to 
credit  ratings. 

One  commenter  suggested,  generally, 
that  divestiture  be  required  only  when 
all  SEC-recognized  rating  agencies  have 
downgraded  the  investment.  ’The 
NCUAB  has  declined  to  adopt  this 
suggestion,  believing  that  it  would 
require  a  corporate  credit  imion 
unnecessarily  to  subscribe  to  all  rating 
agencies.  Instead,  divestiture  will  be 
required  if  a  rating  agency  that  was 
relied  upon  at  the  time  of  purchase 
lowers  its  rating  below  the  minimum 
required  in  this  regulation. 

Section  704.7  Lending 

In  response  to  comments,  paragraphs 
(b)(2)  and  (b)(3)  have  been  combined, 
providing  Ant  the  aggregate  amount  of 
loans  to  non  credit  union  members  and 
to  CUSOs  shall  not  exceed  15  percent  of 
capital.  In  addition,  loans  resulting  from 
loan  participation  agreements  with  other 
corporate  credit  unions  have  been 
excluded  from  the  25  percent  limitation 
for  loans  to  credit  unions  that  are  not 
members  of  the  corporate  credit  union. 

Section  704.8  Borrowing 

Although  a  number  of  commenters 
objected  to  any  restriction  on  credit 
imion  borrowing,  the  NCUAB  believes 
that  in  light  of  the  increased  sources  of 
liquidity  for  credit  unions  and  their 
current  excess  liquidity,  unlimited 
borrowing  authority  is  not  needed. 
However,  the  paragraph  has  been 
modified  to  provide  that  a  corporate 
credit  union  can  borrow  up  to  50  percent 
of  its  shares  and  capital  or  10  times  its 
capital,  whichever  is  greater.  CLF 
borrowings  and  member  reverse 
repurchase  agreements  have  been 
excluded  from  those  limits.  Corporate 


credit  unions  can  be  assured  of  timely 
action  on  requests  to  exceed  the 
borrowing  limits. 

Section  704.9  Services 

In  response  to  comments,  the  NCUAB 
has  removed  the  requirement  that  a 
corporate  credit  union  have  written 
agreements  with  users  of  its  services. 

The  NCUAB  considers  it  sound  business 
practice,  however,  for  corporate  credit 
unions  to  have  contracts  with  users 
where  there  is  a  potential  for  liability, 
such  as  with  wire  transfers.  Examiners 
will  ensure  that  contracts  are  in  place  in 
such  situations. 

Section  704.10  Fixed  Assets 

Over  the  objections  of  a  few 
commenters,  the  NCUAB  continues  to 
believe  that  the  15  percent  limitation  is 
appropriate  for  corporate  credit  unions. 
On  the  rare  occasion  that  additional 
authority  is  necessary,  the  regulation 
provides  a  means  for  corporate  credit 
unions  to  seek  relief.  ' 

Section  704.11  Corporate  Reserves 

In  response  to  comments,  paragraph 
(a)(1)  has  been  amended  to  require 
corporate  credit  unions  to  submit  their 
capital  plans  to  the  Director,  Office  of 
Examination  and  Insurance,  rather  than 
to  the  regional  director.  The  language 
“prior  to  payment  of  dividends”  has 
been  dropped  from  paragraph  (f),  since 
dividends  on  certain  accounts  are 
calculated  and  paid  daily.  However,  the 
regulation  still  requires  a  monthly 
calculation  of  the  ratio  of  capital  to  risk- 
weighted  assets.  At  the  suggestion  of 
one  commenter,  corporate  credit  union 
assets  and  their  accompanying  weights 
are  set  forth  in  an  appendix  to  the 
regulation,  rather  than  in  paragraph  (g). 

Two  commenters  stated  that  the 
proposed  0  percent  risk-weight  for 
balances  due  from  a  Federal  Reserve 
Bank  wrongly  assumes  that  all  checks 
are  collected  through  the  Federal 
Reserve  System.  They  noted  that  many 
corporate  credit  unions  have  established 
local  clearinghouse  or  direct 
presentment  arrangements  which 
bypass  the  Federal  Reserve  and 
recommended  that  this  category  be 
amended  to  include  those  arrangements. 
’The  NCUAB  declines  to  modify  this 
aspect  of  the  risk-weight  scheme, 
however,  until  it  is  demonstrated  that 
the  alternative  arrangements  are  as  risk¬ 
free  as  balances  due  ffom  a  Federal 
Reserve  Bank. 

Seventeen  commenters  recommended 
that  corporate  obligations,  repurchase 
agreements,  and  loans  to  credit  unions 
be  risk-weighted  at  20  percent  The 
NCUAB  continues  to  believe  that 
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corporate  obligations  should  be  risk- 
weighted  at  100  percent  and  notes  that 
the  other  federal  regulatory  agencies 
risk-weight  such  obligations  at  100 
percent.  The  NCUAB  agrees,  however, 
that  repurchase  agreements  and  secured 
loans  to  credit  unions  should  be  risk- 
weighted  at  20  percent  and  has  modified 
the  regulation  accordingly.  Corporate 
credit  unions  are  reminded  that 
repurchase  agreements  are  permissible 
only  if  the  collateral  consists  solely  of 
securities  that  corporate  credit  unions 
are  authorized  to  invest  in.  Any  loan  to 
a  credit  union  that  is  only  partially 
secured  shall  be  100  percent  risk- 
weighted. 

The  NCUAB  agrees  with  one 
commenter  that  the  risk-weighting  of 
asset-backed  securities  should  be  based 
on  the  remaining  average  life  rather 
than  average  life  at  the  time  of  purchase 
and  has  amended  the  regulation 
accordingly.  Although  the  other 
regulatory  agencies  weight  asset-backed 
seciuities  at  100  percent,  the  NCUAB 
believes  that  in  light  of  their  AAA 
ratings  and  short  average  lives,  these 
collateralized  instruments  present  little 
risk  of  default  and  justify  lower  weights. 

Several  commenters  questioned  the 
need  for  required  reserve  transfer 
Category  1  under  paragraph  (k).  The 
NCUAB  believes  that  the  25  basis  point 
reserve  transfer  requirement  is  needed 
until  a  corporate  credit  union  can  submit 
its  reserve  plan  to  the  Director,  Office  of 
Examination  and  Insurance.  The 
approved  capital  plan  will  address 
specific  capital  and  growth  issues  of  the 
corporate  credit  union. 

The  NCUAB  agrees  with  two 
pommenters  that  a  transition  period  to 
implement  the  new  reserving  system  is 
needed.  Accordingly,  while  corporate 
credit  unions  will  be  expected  to  comply 
with  the  primary  capital  ratios  on  the 
effective  date  of  this  regulation,  they 
will  have  until  January  1, 1994,  to 
comply  with  the  total  capital 
requirements.  The  NCUAB  believes  that 
these  are  reasonable  timeframes  for  the 
transition  from  the  previous  reserving 
system.  The  NCUAB  will  work  with 
corporate  credit  unions  that  have 
difficulty  meeting  the  new  minimum 
capital  requirements. 

Section  704.12  Representation 

Thirty-seven  commenters  addressed 
this  section.  Eight  supported  paragraph 
(a),  several  stating  that  rather  than  just 
three  directors,  the  majority  should  be 
independent.  Twenty-seven  commenters 
were  opposed  to  some  aspect  of 
paragraph  (a),  generally  arguing  that  it 
was  undemocratic.  Many  of  those 
commenters  supported  the  concept  of 
open,  independent  elections,  but  almost 


all  were  strongly  opposed  to  excluding 
affiliated  organizations  from  the 
nominating  committee. 

The  NCUAB  has  carefully  evaluated 
each  of  the  comments  concerning 
paragraph  (a)  and  has  determined  not  to 
restrict  the  appointment  of  the 
nominating  committee  beyond  the 
procedures  set  forth  in  the  corporate 
credit  union’s  bylaws.  It  is  expected, 
however,  that  the  nominating  committee 
will  be  appointed  in  such  a  manner  as  to 
represent  the  interests  of  the  entire 
membership.  Corporate  credit  unions 
should  look  to  the  NCUA  publication. 
Federal  Credit  Union  Bylaw 
Amendments  and  Guidelines  (NCUA 
8001A],  for  guidance  regarding 
nominations  by  petition  and  mail 
balloting.  The  Director.  Office  of 
Examination  and  Insurance,  and  the 
regional  directors  will  assist  corporate 
credit  unions  in  complying  with  the 
requirements  of  paragraph  (a). 

While  five  commenters  supported  the 
recusal  provision  set  forth  in  paragraph 
(c),  twenty-one  were  opposed  to  it.  Most 
of  the  latter  stated  that  it  was 
inappropriate  for  any  member  of  the 
board  of  directors  or  a  committee  to  be 
disqualified,  except  for  a  direct  conflict 
of  interest  where  personal  gain  could  be 
realized.  A  number  stated  diat  if  a 
corporate  credit  union  opts  for  a  “fully 
democratic”  election  process,  the 
recusal  provision  should  not  be 
applicable.  Five  commenters  stated  that 
the  recusal  provision  was  contrary  to 
state  law,  the  Model  Business 
Corporation  Act,  and  case  law,  where 
transactions  between  corporations 
having  common  directors  are  voidable 
only  if  they  are  actually  unfair,  not  if 
they  merely  appear  to  be  imfair. 

Another  commenter  objected  to  the 
inclusion  of  paid  employees  in  the 
recusal  provision  and  to  the  requirement 
that  a  disqualified  director  leave  the 
room  during  all  consideration  of  any 
pecuniary  interest  of  any  affiliated 
entity. 

The  NCUAB  shares  some  of  the 
concerns  of  the  commenters  and  has 
extensively  rewritten  this  paragraph. 
Matters  involving  personal  pecuniary 
interest  have  been  separated  from 
matters  involving  the  representation  of 
member  credit  unions  and  affiliated 
organizations.  In  situations  involving 
personal  pecuniary  interests,  directors, 
officers,  agents,  and  employees  must 
recuse  themselves.  In  situations 
involving  pecimiary  interests  of. 
corporations,  partnerships,  or 
associations  in  which  directors,  officers, 
agents,  and  employees  have  interests, 
those  individuals  must  recuse 
themselves  on  material  matters.  If  all 
directors  have  recused  themselves,  the 


matter  must  be  voted  upon  by  the 
membership.  In  situations  not 
considered  material,  interested  parties 
are  not  required  to  recuse  themselves, 
but  full  disclosure  must  be  made  to  the 
membership.  The  recusal  provision  is 
not  intended  to  prevent  employees  from 
preparing  and  presenting  information 
needed  by  the  directors  to  render 
informed  decisions. 

In  situations  involving  pecuniary 
interests  of  corporations,  partnerships, 
or  associations  in  which  conunittee 
members  have  interests,  those 
individuals  must  recuse  themselves  on 
all  matters.  If  all  committee  members 
have  recused  themselves,  the  matter 
must  be  voted  upon  by  the  board  of 
directors. 

In  response  to  comments,  the  NCUAB 
has  deleted  proposed  paragraph  (d), 
which  prohibited  natural  person 
members  from  voting  on  issues 
pertaining  to  the  corporate  credit  union. 
It  has  been  long-standing  NCUA  policy 
that  all  members  of  a  credit  union  be 
afforded  the  right  to  vote.  Accordingly, 
natural  person  members  of  corporate 
credit  unions  shall  retain  this  right. 

Since  corporate  credit  unions  must  now 
terminate  all  natural  person 
memberships  above  ^e  minimum 
required  by  state  or  federal  law  to 
charter  and  operate  a  corporate  credit 
union,  the  voting  strength  of  natural 
person  members’  will  be  minimal. 

Section  704.16  Effective  Date 

The  NCUAB  is  implementing  the 
effective  dates  that  were  proposed, 
believing  that  most  corporate  credit 
unions  will  be  able  to  comply  with  the 
regulation  within  the  prescribed 
timeframes.  Corporate  credit  unions 
have  until  January  1, 1994,  to  comply 
with  the  minimum  8  percent  total  capital 
ratio  requirement,  which  should  be 
enough  time  to  structure  MCSD 
accoimts.  If  there  are  problems  in  getting 
state  laws  amended,  the  NCUAB  will 
consider  reasonable  waiver  requests. 
After  considering  the  suggestion  of  a 
commenter,  the  NCUAB  has  concluded 
that  a  corporate  credit  imion  need  only 
be  in  substantial  compliance  with  the 
regulation  before  being  permitted  to  use 
the  additional  investment  powers.  The 
Director.  Examination  and  Insurance, 
will  determine  whether  a  corporate 
credit  union  is  in  substantial  compliance 
with  the  regulation. 

Part  741 — (Amended) 

The  language  "and  applicable  state 
laws  and  regulations”  was  added  to 
paragraphs  [9](a)(3]  and  (9)(b)(3}  to 
clarify  that  state-chartered  corporate 
credit  unions  cannot  make  investments 
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authorized  in  part  704.  unless  permitted 
by  their  state  laws  and  regulations. 

Miscellaneous 

In  response  to  suggestions,  the 
NCUAB  has  determined  that  waiver 
requests  should  be  processed  through 
the  Office  of  Examination  and  Insurance 
rather  than  the  regional  offices.  The 
NCUAB’s  authority  to  determine 
whether  or  not  a  waiver  should  be 
granted  may  be  delegated. 

Regulatory  Procedures 

Regulatory  Flexibility  Act 

The  NCUA  Board  certiHes  that  this 
tinal  rule  will  not  have  a  significant 
impact  on  a  substantial  number  of  small 
credit  unions  (those  under  $1  million  in 
assets)  because  the  rule  applies  only  to 
federally  insured  corporate  credit 
unions,  which  number  33  nationally.  All 
corporate  credit  unions  have  assets  well 
in  excess  of  $1  million.  Accordingly,  the 
NCUA  Board  has  determined  that  a 
Regulatory  Flexibility  Analysis  is  not 
required. 

Paperwork  Reduction  Act 

This  final  rule  contains  a  requirement 
for  the  collection  of  additional 
information  and  a  maintenance  of 
documentation  by  a  federally  insured 
corporate  credit  union.  The  regulation 
requires  that  each  corporate  credit  union 
maintain  a  written  strategic  plan  with 
goals  and  objectives  to  support  the 
strategic  plan,  written  policies,  monthly 
monitoring  reports,  appropriate  business 
plans  and  that  federally  insured  state- 
chartered  corporate  credit  unions  obtain 
a  CPA  audit  Written  investment  and 
funds  management  policies,  CPA  audits 
and  several  monitoring  reports  are  now 
required  by  the  Corporate  Credit  Union 
Network  Standards  and  Guidelines,  by 
which  the  corporate  credit  unions 
voluntarily  regulate  themselves.  Other 
requirements,  such  as  loan  policies,  are 
being  done  under  standard  business 
practices.  Several  of  the  reports  that  will 
be  required  by  this  regrilation  will  not 
add  significantly  to  the  paperwork 
burden,  since  they  are  currently  being 
prepared  by  corporate  credit  imions. 

Paperwork  requirements  will  be 
submitted  to  the  Office  of  Management 
and  Budget  for  review  under  (he 
Paperwork  Reduction  Act.  Written 
comments  on  these  requirements  should 
be  forwarded  directly  to  the  OMB  Desk 
Officer  at  the  following  address:  OMB 
Reports  Management  Branch,  New 
Executive  Office  Building,  room  3208, 
Washington.  DC  20530,  ATTN:  Jerry 
Waxman.  A  notice  of  OMB  approval 
will  be  published  in  the  Federal  Re^ster 
once  it  is  received. 


Executive  Order  12612 

Executive  Order  12612  requires  NCUA 
to  consider  the  effect  of  its  actions  on 
state  interests.  It  states  that  “Federal 
action  limiting  the  policy-making 
discretion  of  the  states  should  be  taken 
only  where  constitutional  authority  for 
the  action  is  clear  and  certain,  and  the 
national  activity  is  necessitated  by  the 
presence  of  a  problem  of  national 
scope.”  The  issue  of  corporate  credit 
imions  and  their  risks  to  federally 
insured  credit  unions  are  concerns  of 
national  scope.  This  regulation  has  been 
enacted  in  order  to  enable  NCUA  and 
the  NCUSIF  to  have  an  operable 
mechanism  in  place  to  ensure  the  safety 
and  soundness  of  federally  insured 
credit  unions.  This  regulation  will  apply 
to  all  federally  insured  corporate  credit 
unions.  The  NCUA  Board  believes  that 
the  protection  of  the  National  Credit 
Union  Share  Insurance  Fund  warrants 
these  new  restrictions  and  that  the 
increased  restrictions  in  the  ffnal 
amendments  will  not  unduly  burden 
federally  insured  state-chartered 
corporate  credit  unions.  Hiis  rule  does 
not  impose  additional  costs  or  burdens 
on  the  states,  nor  does  it  affect  the 
state's  ability  to  discharge  traditional 
state  government  functions.  The  benefits 
provided  and  protection  afforded  by  the 
NCUSIF  are  the  same  for  federally 
insured  state-chartered  corporate  credit 
unions  as  for  federally,  chartered 
corporate  credit  unions.  It  is  protection 
afforded  through  a  federal  system.  The 
responsibility  for  administering  that 
system  lies  with  the  NCUA  Board.  The 
NCUA  Board  believes  that  all  federally 
insured  corporate  credit  unions  should 
be  subject  to  the  same  requirements. 

The  NCUA  Board,  pursuant  to  Executive 
Order  12612,  has  determined  that  this 
rule  may  have  an  occasional  direct 
effect  on  the  states,  on  the  relationship 
between  the  national  government  and 
the  states,  or  on  the  distribution  of 
power  and  responsibilities  among  the 
various  levels  of  government.  Further, 
the  rule  may  supersede  provisions  of 
state  law  or  relation  concerning 
federally  insured  state-chartered 
corporate  credit  unions  which  do  not 
substantially  meet  the  requirements  of 
part  704.  However,  the  potential  risk  to 
the  NCUSIF  without  these  changes 
justihes  them. 

List  of  Subjects 

12  CFR  Part  704 

Credit  unions.  Reporting  and 
recordkeeping  requirements. 


12  CFR  Part  741 

Bank  deposit  insurance.  Credit  unions. 
Reporting  and  recordkeeping 
requirements. 

By  the  National  Credit  Union 
Administration  Board  on  May  7. 1992. 

Becky  Baker, 

Secretary  of  the  Board. 

For  the  reasons  set  forth  in  the 
preamble,  12  CFR  part  704  is  revised  as 
follows: 

PART  704— CORPORATE  CREDIT 
UNIONS 

Sec. 

704.1  Scope. 

704.2  Definitions. 

704.3  Planning:  Strategic  and  Business 
Plans. 

704.4  Asset/Liability  Management. 

704.5  Capital  Goals,  Objectives  and 
Strategies. 

704.8  Investment. 

704.7  Lending. 

704.8  Borrowing. 

704.9  Services. 

704.10  Fixed  Assets. 

704.11  Corporate  Reserves. 

704.12  Representation. 

704.13  Annual  Audit. 

704.14  Contracts/Written  Agreements. 

704.15  State-Chartered  Corporate  Credit 
Unions. 

704.18  Effective  Date. 

Appendix  A — Summary  of  Risk  Weights  and 
Risk  Categories  for  Corporate  Credit  Unions. 

Appendix  B — Off-balance  Sheet  Credit 
Conversion  Factors. 

Appendix  C — ^U.S.  Government  Obligations. 
Agencies,  and  Govenunent-sponsored 
Corporations  and  Enterprises. 

Authority:  12  U.S.C.  1782, 1766(a).  1781  and 
1789. 

§  704.1  Scop*. 

This  part  establishes  special  rules  for 
all  federally  insured  corporate  credit 
unions  and  grants  certain  additional 
authorities  to  federal  corporate  credit 
unions.  Except  to  the  extent  that  they 
are  inconsistent  with  this  part,  other 
provisions  of  NCUA's  Rules  and 
Regulations  (12  CFR  part  700  et  seq.) 
and  the  Federal  Credit  Union  Act  apply 
to  federally  chartered  corporate  credit 
unions  and  federally  insured  state- 
chartered  corporate  credit  unions  to  the 
same  extent  that  they  apply  to  other 
federally  chartered  and  federally 
insured  state-chartered  credit  unions, 
respectively. 

§704.2  Definitions. 

Affiliated  organization  means: 

(1)  An  organization  with  which  the 
corporate  credit  union  shares  facilities, 
personnel,  equipment,  or  services:  or 
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(2)  An  organization  which  is  at  least 
20  percent  owned  or  controlled  by  an 
organization  with  which  the  corporate 
credit  union  shares  services,  facilities, 
personnel,  or  equipment. 

Asset-backed  securities  (ABS)  means 
all  securities  supported  by  installment 
loans  or  leases  or  by  revolving  lines  of 
credit.  This  definition  excludes  those 
securities  referred  to  in  the  financial 
^  markets  as  mortgage-backed  securities 
(MBS)  which  includes  collateralized 
mortgage  obligations  (CMOs)  and  real 
estate  mortgage  investment  conduits 
(REMICs). 

Average  daily  assets  means  the  daily 
average  of  net  assets  calculated  on  the 
basis  of  assets  at  the  close  of  each  day 
in  the  period. 

Average  life  means- the  weighted 
average  time  to  principal  repayment 
with  the  amount  of  the  principal 
paydowns  (both  scheduled  and 
unscheduled)  as  the  weights. 

Capital  means  the  total  of  all 
corporate  reserves  (regular  or  statutory 
reserves,  as  applicable),  all  undivided 
earnings,  net  income,  and  membership 
capital  share  deposit  (or  equivalent) 
accounts. 

Capital  of  a  broker/dealer  means  the 
sum  of  stockholder  equity  plus 
subordinated  debt  which  qualifles  as 
capital  for  regulatory  purposes. 

Claims  means  loans  or  other  debt 
obligations. 

Commitments  means  any 
unconditional  arrangement  that 
obligates  a  corporate  credit  union  to 
extend  credit  in  the  form  of  loans  or 
lease  financing  receivables;  to  purchase 
loans.  Securities  or  other  assets;  or  to 
participate  in  loans  and  leases. 
Commitments  also  include  overdraft 
facilities,  revolving  credit,  home  equity, 
and  mortgage  lines  of  credit,  and  similar 
transactions.  An  obligation  is 
conditional  if  the  corporate  credit  union 
is  not  automatically  obligated  to  extend 
funds. 

Corporate  credit  union  means  a  credit 
union  that: 

(1)  Is  operated  primarily  for  the 
purpose  of  serving  other  credit  unions; 

(2)  Is  designated  by  the  National 
Credit  Union  Administration  as  a 
corporate  credit  union;  and 

(3)  Limits  natural  person  members  to 
the  minimum  required  by  state  or 
federal  law  to  charter  and  operate  the 
credit  union. 

Corporate  reserves  means  regular  or 
statutory  reserves,  as  applicable, 
excluding  all  valuation  allowances 
established  to  meet  the  full  and  fair 
disclosure  requirements  of  §  702.3  of  this 
chapter. 

Credit  equivalent  amounts  means  the 
face  amoimt  of  each  off-balance  sheet 


item  multiplied  by  a  credit  conversion 
factor  outlined  in  Appendix  B. 

Credit  union  service  organization 
(CUSO)  means  an  organization  that: 

(1)  Exists  primarily  to  meet  the  needs 
of  credit  unions;  and 

(2)  Engages  only  in  business  activities 
relating  to  the  daily  operations  of  the 
credit  unions  it  serves  or  provides 
services  associated  with  the  routine 
operations  of  credit  unions. 

Expected  maturity  means  the  date  on 
which  all  remaining  principal  amounts 
of  an  instrument  or  bond  are  anticipated 
to  be  paid  off  on  the  basis  of  projected 
payment  assumptions. 

Federally  issued  CMO/REMIC  means 
a  CMO  or  REMIC  which  is  issued  by  a 
U.S.  Government  agency  or  a  U.S. 
Government-sponsored  corporation  or 
enterprise. 

Foreign  bank  means  an  institution 
which  is  organized  under  the  laws  of  a 
country  other  than  the  United  States, 
which  is  engaged  in  the  business  of 
banking,  and  which  is  recognized  as  a 
bank  by  the  banking  supervisory 
authority  of  the  country  in  which  it  is 
organized. 

Material  means  an  amount  that 
exceeds  5  percent  of  the  corporate  credit 
union's  capital. 

Membership  capital  share  deposit 
(MCSD)  accoimt  means  a  share,  or 
deposit,  or  other  account  that: 

(1)  Is  established,  at  a  minimum,  as  a 
12-month  notice  account: 

(2)  Is  limited  to  members; 

(3)  Is  not  subject  to  share  insurance 
coverage  by  the  National  Credit  Union 
Share  Insurance  Fund  (NCUSIF)  or  other 
deposit  insurers;  and 

(4)  In  the  event  of  liquidation  of  the 
corporate  credit  union,  is  payable  only 
after  satisfaction  of  all  liabilities  of  the 
liquidation  estate,  including  uninsured 
obligations  to  shareholders  and  the 
NCUSIF. 

In  any  event,  an  MCSD  account  shall 
not  be  repayable  until  notice  that  the 
accoimt  holder  credit  union  intends  to 
withdraw  funds  from  the  corporate 
credit  union,  except  in  the  case  of  a 
credit  union  that  is  placed  into 
liquidation,  is  purchased  and  assumed, 
or  is  merged.  MCSD  accounts  cannot  be 
used  to  pledge  borrowings.  Corporate 
credit  unions  that  issue  MCSD  accoimts 
shall  disclose,  at  least  annually  to  their 
members,  the  terms  and  conditioiis 
under  which  such  accounts  are  issued. 

Member  reverse  repurchase 
transaction  means  an  integrated 
transaction  in  which  a  corporate  credit 
union  purchases  a  security  from  one  of 
its  member  credit  unions  under 
agreement  by  that  member  credit  union 
to  repurchase  the  same  security  at  a 


specified  time  in  the  future.  The 
corporate  credit  union  then  sells  that 
same  security,  on  the  same  day,  to  a 
third  party,  under  agreement  to 
repurchase  it  on  the  same  date  on  which 
the  corporate  credit  union  is  obligated  to 
return  the  security  to  its  member  credit 
union. 

Net  assets  means  total  assets  less 
Central  Liquidity  Facility  (CLF)  stock 
subscriptions,  CLF  loans  guaranteed  by 
the  NCUSIF.  U.S.  Central  CLF 
certificates,  and  member  reverse 
repurchase  transactions. 

Non  credit  union  member  means  any 
member  of  a  corporate  credit  union  that 
is  not  chartered  or  licensed  as  a  credit 
union. 

Original  maturity  means  the  length  of 
time  between  the  date  when  a 
commitment  is  issued  and  the  earliest 
date  on  which  the  corporate  credit  union 
can  unconditionally  cancel  the 
commitment. 

Other  reserves  means  reserves  other 
than  corporate  reserves. 

Primary  capital  means  all  corporate 
reserves  and  undivided  earnings. 

Privately  issued  CMO/REMIC  means 
a  CMO  or  REMIC  that  qualifies  as  a 
permissible  investment  for  a  federal 
credit  union  pursuant  to  the  provisions 
of  section  107(15)(B)  of  the  Federal 
,  Credit  Union  Act. 

Risk-based  capital  means  the  total  of 
primary  capital  and  secondary  capital 
(up  to  100  percent  of  primary  capital). 

Risk-weighted  assets  means  the  sum 
of  total  balance  sheet  assets  and  off- 
balance  sheet  credit  equivalent  amounts 
multiplied  by  their  appropriate  risk- 
weights. 

SEC-recognized  rating  agency  means 
any  firm  recognized  by  the  Securities 
and  Exchange  Commission  (SEC)  as 
qualified  to  assign  risk  ratings  to  various 
instruments  required  to  be  registered 
with  the  SEC. 

Secondary  capital  means  MCSD  or 
equivalent  accounts  (except  for  MCSD 
accounts  owned  by  other  corporates 
unless  the  MCSD  accoimt  is  held  by  a 
corporate  whose  members  are  primarily 
other  corporates  and  organizations 
recognized  under  section  501(c)(6)  of  the 
Internal  Revenue  Code),  allowance  for 
loan  and  lease  losses  up  to  a  maximum 
of  1.25  percent  of  risk-weighted  assets, 
and  term  subordinated  debt  weighted  by 
remaining  maturity  as  indicated: 

(1)  5  years  or  more  until  maturity — 100 
percent; 

(2)  4  to  less  than  5  years  until 
maturity — 80  percent; 

(3)  3  to  less  than  4  years  until 
maturity— 60  percent; 

(4)  2  to  less  than  3  years  until 
maturity — 40  percent; 
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(5)  1  to  less  than  2  years  until 
mahirity — ^20  percent  and 

(6)  Less  than  1  year  remaining 
maturity — 0  percent 

MCSD  Accounts  upon  which  the 
account  holder  has  given  the  corporate 
credit  union  notice  of  intent  to  withdraw 
may  no  longer  be  considered  secondary 
capital. 

Speculative  activities  means  the  use 
of  forwards,  options,  futures,  or  similar 
activities  other  than  when  used  to 
reduce  interest  rate  risk. 

Term  subordinated  debt  means  debt 
of  a  corporate  credit  imion  that: 

(1)  Is  unsecured; 

(2)  Is  not  a  deposit; 

(3)  Is  not  insured  by  the  National 
Credit  Union  Administration: 

(4)  Is  subordinated  to  general 
creditors  and  claims  of  depositors; 

(5)  Has  an  original  maturity  of  at  least 
7  years; 

(6)  Is  not  redeemable  prior  to  maturity 
except  with  the  approval  of  NCUA; 

(7)  Is  ineligible  as  collateral  for  a  loan; 
and 

(8)  Is  represented  by  a  debt 
instrument  which  clearly  states  diat  it 
will  absorb  losses. 

Undivided  earnings  means  all  forms 
of  retained  earnings,  except. 

(1)  Corporate  reserves  (regular  or 
statutory  reserves,  as  applicable);  and 

(2)  Valuation  allowances  established 
to  meet  the  full  and  fair  disclosure 
requirements  of  section  702.3  of  this 
chapter. 

United  States  depository  institutions 
means  offices  or  branches  (foreign  and 
domestic)  of  federally  insu^  banks 
and  depository  institutions  chartered 
and  headquartered  in  the  United  States, 
Puerto  Rico,  and  U.S.  territories  and 
possessions.  This  includes  banks, 
mutual  or  stock  savings  banks,  savings 
or  building  and  loan  associations, 
cooperative  banks,  credit  unions, 
international  banking  facilities  of 
domestic  depository  institutions,  and 
U.S.  charter^  depository  institutions 
owned  by  entities  outside  of  the  United 
States. 

United  States  Government  or  its 
agencies  means  the  United  States 
Government  or  instrumentalities  of  the 
United  States  whose  debt  obligations 
are  fully  and  explicitly  guaranteed  as  to 
the  timely  pajrment  of  principal  and 
interest  by  the  full  faith  and  credit  of  the 
United  States  Government  (see 
appendix  C  to  this  part). 

United  States  Government-sponsored 
corporations  and  enterprises  means 
agencies  originally  established  or 
chartered  to  serve  public  purposes 
specified  by  Congress,  but  whose 
obligations  are  not  explicitly  guaranteed 


by  the  full  faith  and  credit  of  the  United 
States  Government  (see  appendix  C  to 
this  part). 

S  704.3  Ptannina:  Strategic  and  Business 
Plans. 

(a)  The  board  of  directors  of  a 
corporate  credit  union  shall  adopt  a 
strategic  plan  with  appropriate 
objectives  and  goals.  This  plan  will  be 
reviewed  periodically  during  the  year  to 
determine  that  the  goals  are  being 
accomplished.  At  least  annually,  the 
strategic  plan  will  be  reviewed  and 
updated. 

(b)  A  business  plan  will  be  prepared 
for  any  material  expenditure  in  Hxed 
assets,  new  products  and  services,  or 
investments  in  a  CUSO. 

S  704.4  Asset/UabNity  Management 

(a)  General.  Corporate  credit  unions 
shall  develop  and  implement 
comprehensive  written  funds 
management  policies. 

(b)  Monitoring.  Gor^rsAe  credit 
unions  shall  prepare  monthly  reports 
showing  the  degree  of  mismatch 
between  the  sources  and  uses  of  fimds 
for  the  various  timeframes. 

§  704.5  Capital  Goals,  Obiectives  and 
Strategies. 

(a)  General.  Corporate  credit  unions 
shall  adopt  formal  written  goals  (both 
long-term  and  short-term),  objectives 
and  strategies,  including  a  budgetary 
process,  for  the  building  of  capital 

(b)  Impact  study.  Where  a  proposed 
new  service  or  program,  purchase  or 
lease  of  a  fixed  asset  or  investment  in 
or  loan  to  a  CUSO  has  a  material  effect 
on  a  corporate  credit  union,  the 
corporate  credit  union  shall  perform  a 
cost/benefit  analysis  of  the  activity  and 
a  study  of  its  impact  on  the  capital 
position  of  the  corporate  credit  union. 

(c)  Monitoring.  Management  will 
establish  monitoring  standards  and 
procedures  to  periodically  review  and 
reassess  the  capital  position  of  the 
corporate  credit  union  and  will 
document  the  review. 

$  704A  Investment 

(a)  Policies.  A  corporate  credit  union 
shall  develop  written  investment 
policies  which  address,  at  a  minimum: 

(1)  Risk  diversification; 

(2)  Funds  management  strategies: 

(3)  Approved  investment  issuers, 
instruments,  credit  limits,  credit  ratings, 
and  list  of  permissible  institutions; 

(4)  Approved  list  of  broker/dealers; 

(5)  Authorization  of  and  limitations  on 
persons /committees  making 
investments;  and 

(6)  Procedures  to  periodically  evaluate 
the  quality  of  the  investment  portfolio. 

(b)  Limitations. 


(1)  Credit  Union  Service 
Organizations  (CUSOs).  llie  aggregate 
of  all  investments  in  CUSOs  shall  not 
exceed  IS  percent  of  a  corporate  credit 
union's  capital  unless  permission  is 
obtained  l^m  the  National  Credit  Union 
Administration  Board  (NCUAB).  A 
corporate  credit  union  is  prohibited  horn 
utilizing  CUSO  authority  to  acquire 
control  directly  or  indirectly,  of  another 
financial  institution,  or  to  invest  in 
shares,  stocks  or  obligations  of  another 
financial  institution,  insurance  company, 
trade  association,  liquidity  facility,  or 
similar  organization.  Except  to  the 
extent  that  they  are  inconsistent  with 
this  paragraph,  a  corporate  credit  union 
investing  in  a  CUSO  shall  adhere  to  the 
applicable  provisions  of  paragraphs  (c) 
through  (e)  of  S  701.27  of  this  chapter. 

(2)  Other  Investments.  Corporate 
credit  unions  shall  be  limited  to  the 
following  additional  investments: 

(i)  Investments  authorized  by  sections 
107(7),  107(8),  and  107(15)  of  the  Federal 
Credit  Union  Act  and  part  703  of  this 
chapter,  except  where  those  authorities 
are  inconsistent  vyith  other  limitations  of 
this  section; 

(ii)  Deposits  in  state  banks,  trust 
companies,  and  mutual  savings  banks 
not  domiciled  in  the  state  in  which  the 
corporate  credit  union  does  business; 

(iii)  Deposits  in.  the  sale  of  Federal 
Funds  to,  and  debt  obligations  of  foreign 
banks  subject  to  the  following 
requirements: 

(A)  The  bank  must  have  assets  of  at 
least  US$  20  billion,  and  the  investment 
must  be  rated  not  lower  than  A-1  (or 
equivalent)  for  short-term  (initial  ■ 
maturity  of  1  year  or  less)  investments 
by  an  SEC-recognized  rating  agency, 
and  not  lower  than  AA-  (or  equivalent) 
for  long-term  (initial  maturity  over  1 
year)  investments.  Short-term 
investments  downgraded  below  A-2  (or 
equivalent)  and  long-term  investments 
downgraded  below  A-  (or  equivalent) 
by  the  same  rating  agency  used  when 
the  investment  was  purchased,  if 
material  in  amoiml  shall  be  divested: 

(B)  The  investment  shall  be 
denominated  in  United  States  dollars: 

(C)  The  country  in  which  the  issuing 
bank  is  organized  shall  be  rated  AAA 
(or  equivalent)  for  political  and 
economic  stability  by  cm  SEC  recognized 
rating  agency:  and 

(D)  Aggregate  investments  in  any 
single  foreign  bank  are  limited  to  not 
more  than  5  percent  of  the  corporate 
credit  union’s  net  assets: 

(iv)  Debt  obligations  of  U.S.  bank 
holding  companies  and  other  U.S. 
chartered  corporations  rated  not  lower 
than  A-1  (or  equivalent)  for  short-term 
investments  (initial  maturity  of  1  year  or 
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lessj  hjf  an  ^C-f^cogmced  rating 
E^ency  aod  •»!  lower  thaa  AA- (or 
equivalent  forioog-temiiaTestaients 
(initial  anatmity  over  1  year).  Sboft-term 
inveatnients  do«v«tgraded  below  A-Z  (or 
equivalent)  aod  long-term  investments 
dowograd^  below  A-  (or  equividentj 
by  the  same  rating  agency  used  when 
tbe  inwratmeat  was  purchased,  if 
matehal  in  aoioant.  shall  be  divested. 

The  total  investment  in  the  obligations 
of  any  single  issuer  shall  not  exceed  S 
percent  of  the  coiporate  credit  noion's 
net  assets.  This  authority  does  not  apply 
to  debt  obiigationB  that  are  converti^ 
into  the  ato^  the  coiporatiop  wr 
hokiiag  company; 

(v)  Asset-backed  securities  sttb^ect  to 
the  followinq;  requireiBents: 

(A)  rated  aot  lower  than  AAA  (or 
eqtnvainnt)  by  an  SEC-recognized  rating 
agency; 

(BJ  liraited  to  a  maximum  of  5  percent 
of  the  coiporate  credit  union’s  net  assets 
for  any  single  security  or  trust;  and 

(Q  having  an  average  life  at  the  time 
of  purchase  not  to  exceed  5  years. 
Asset-backed  securities  do%vT^rsded 
bekxw  AA- {or  equivalent)  by  the  same 
rating  agency  used  when  tee  investment 
was  purchased,  if  material  in  amount 
shall  be  divested; 

(vi)  Federally  issued  CMOs/REMiCs 
and  ^vately  issued  CMOs/REMICs  as 
defuied  in  Section  3(a)(41)  of  the 
Securities  Exchai^e  A^  of  1934.  CMOs 
and  REttOCs  are  limited  further  as 
follows; 

(A)  Fixed-^mte.  An  investment  «n  a 
Fixed  rate  CMO/REMIC  must  have  an 
average  life  at  the  time  of  purchase  and 
on  subsequent  review  dates  not  to 
exceed  5  years  given  aa  immediate 
increase  300  basis  points  in  owitgage 
loan  commitment  rates  assuming  market 
interest  rates  and  prepayment  speeds  at 
the  time  the  tests  are  applied.  Industry 
consensus  prepayment  models  will  be 
used  in  computing  the  average  life.  This 
limitation  does  iK>t  apply  if  principal 
payments  of  the  investment  are 
specifically  matched  to  principal 
payments  of  the  corresponding  liability. 

(B)  Variable-rate.  If  the  CMO/REMIC 
has  a  variable  interest  rate  with  a  cap, 
then  the  lesser  of  the  highest  interest 
rate  cap  or  the  final  interest  rate  cap 
duriug  the  average  life  at  the  time  of 
purchase  must  be  at  least  200  basis 
points  above  the  rate  of  the 
corresponding  liabitity  that  it  is  matched 
against.  This  limitation  does  not  ap^y 
principal  payments  of  the  investment 
are  specific^y  matched  to  principal 
paymeots  of  the  corresponding  liabihty. 

(C)  Divestiture.  Any  CMO/REMIC 
security  downgraded  below  AA-  {or 
equiv^ntj  by  the  same  SEC-reccgmzed 


rating  agency  used  when  the  investment 
was  purchased,  if  material  in  amount 
shall  be  divestecL 

(D)  Issuer  Umttcdion.  I^vately-issued 
CI^/REkflC  securities  shall  not  exceed 
5  percent  of  the  ocnporate  credit  union's 
net  assets  lor  any  single  Issuer. 

(vii)  AdditioBial  investments  provided 
the  corporate  credit  union  has  obtained  . 
permission  frtnn  the  NCUAB. 

(c)  Excdaskm.  The  requirements  of  this 
section  to  divest  kivestments 
downgraded  b^ow  the  mimmum 
accQJtable  ratings  do  not  iqiply  if  the 
expected  maturity  fOT  tee  downgraded 
investment  is  3  months  or  less. 

(d)  Divestiture  time  frame.  The 
corpon^  credit  union  has  10  business 
days  to  divest  itsdf  of  may  investment 
downgraded  below  the  minimum  credit 
ratings  in  tibia  sectkm  or  to  request 
pmntission  from  the  NCUAB  to  hold  the 
investnmnt  Any  tnvestment  acquired 
before  the  elective  date  of  this 
regrdation  is  not  subfectt  to  this 
divestiture  requiremenl 

§704.7  landing. 

(a)  Poikaes.  A  corporate  c;redit  union 
shall  develop  written  loan  policies 
which  address,  at  a  minimum: 

(1)  Loan  types  and  limi  ts; 

(2J  Documentation  for  each  loan  and 
line  of  credit; 

(3)  Security; 

(4)  Analysis  of  financial  aiK) 
operaticMiai  data; 

(5)  Monitortng  standards;  and 

(6)  Review  and  reassessmmit  ei  the 
cr^t  quality  of  the  borrower. 

(b)  Genial.  Each  individual  loan  or 
line  of  credit  limit  will  be  determined 
after  analyzing  tee  financial  end 
operatiooed  soundness  ctf  the  apphciant 
and  the  ability  of  the  applicant  to  repay 
the  loan.  Loans  are  limited  as  follows; 

(1)  Loans  to  member  credit  anions. 
The  maximum  ag^egate  emouiti  in 
loans  and  approved  lines  of  credit  to 
any  one  member  that  is  a  credit  union, 
excluding  pass-through  and  guaranteed 
loans  from  tee  CLF  and  the  NQJSIF  and 
member  reverse  repurchase 
transactions,  shall  not  exceed  the 
cxirporate  credit  union's  capital  or  1-0 
percent  of  the  corporate  cnedit  union's 
shares  and  capital  whichever  is  greater. 

(2)  Loans  to  members  that  are  not 
credit  unions.  The  aggregate  amount  of 
loans  and  lines  of  <ffedtt  to  credit  union 
service  organizations  {GUSOs)  and  to 
members  other  than  credit  unions  shall 
not  exceed  15  percent  of  the  ccx'porate 
credit  union’s  capital  unlets  permission 
is  obtained  from  tee  NCUAB. 

(3)  Loans  to  credit  unions  that  are  not 
members  -of  ■die  coiporate.  The 
ag^cgate  amount  c>f  loans  to  otber 
cx^it  unions  that  are  not  members  of 


the  corporate  shall  not  exceed  25 
percent  of  the  cxupocate  credit  union's 
shares  and  capital.  The  maximum 
aggregate  ammint  in  loans  and  approved 
liaesbf  credit  to  any  one  borrower, 
eKciudiag  pass-tenotigb  and  guaranteed 
loans  from  tee  CLF  and  the  NCUSJF  and 
member  reverse  r^mttease 
traRsactiom.  teaM  not  exceed  tee 
corporate  credit  union’s  capital  or  10 
perceat  of  tee  corporate  credit  unian's 
shares  and  ca^^tal,  wbichever  is  greater. 
Loans  restdtag  from  a  iomi  participalioci 
purchased  from  anoteer  corporate  credit 
onion  are  excdoded  from  this  25  perceat 
limitatian. 

(c)  Pcaiicipation  Loans  with  other 
corporate  credit  tmhns.  A  corporate 
credit  union  is  permitted  to  parliotpate 
in  a  loan  with  anoteer  corpcHtrte  -oredit 
union  and  must  retain  an  interest  of  at 
least  5  percent  of  tee  face  amount  of  tee 
loan.  The  partHtipation  agreement  may 
be  executed  at  any  time  prior  to.  during, 
or  after  disbursemeot 

(d)  Prepayment  penalties.  If  provided 
for  in  the  low  contract  a  corporate 
credit  union  is  auteorized  to  assess 
prepayment  penalties  on  loans  tnade  at 
fixed  and  variable  rates  to  avember 
credit  unions  or  other  organizations. 

§  704.8  Borrowing. 

A  corporate  credit  union  may  borrow 
up  to  10  times  capital  or  SO  perceat  of 
shares  {excluding  shares  created  by  the 
use  of  member  reverse  cepurdiase 
agreements]  and  capital  whichever  is 
greater.  CLF  borrowings  end  borrowed 
funds  created  by  the  use  of  member 
reverse  repurchase  agreements  are 
excluded  from  this  limit  Additional 
borrowing  authority  can  be  obtained 
from  tee  NCUAB 

§704.9  Services. 

A  coiporate  credit  union  may  provide 
services  to  its  members  involving 
investments,  fiquidity  management 
payment  systems,  and  correspondent 
services,  unless  otherwise  prohibited  by 
the  NCUAB,  or,  in  the  case  of  a  state- 
chartered  coiporate  credit  union, 
prohibited  by  state  law.  The  coiporate 
credit  union  will  maintain  written 
agreements  with  vendors  and  other 
provides  of  services. 

§704.10  fixed  asssits. 

(a]  General.  A  corporate  credit 
union’s  ownership  in  fixed  assets  shaH 
be  limited  as  described  in  Section  701.36 
of  this  dhapter,  except  that  in  lieu  of 
paragraphs  {cXl)  through  {4)  of  |  701.36, 
paragraph  ^  ^  this  section  aj^ilies. 

(b]  Investment  im  fixed  assets.  (1)  No 
corporate  credit  antoa,  without  the  prior 
written  approval  tif  the  NCUAB,  sh^l 
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invest  in  Hxed  assets  where  the 
aggregate  of  all  such  investments 
exceeds  15  percent  of  capital. 

(2)  A  corporate  credit  union  shall 
submit  requests  to  exceed  the  limitation 
of  paragraph  (b](l]  of  this  section  to  the 
Director,  Office  of  Examination  and 
Insurance.  Requests  shall  be 
supplemented  by  such  statements  and 
reports  as  the  Director,  O^ice  of 
Examination  and  Insurance  may  require. 
If  the  corporate  credit  union  does  not 
receive  notification  of  the  action  taken 
on  its  request  within  45  calendar  days  of 
the  date  the  request  was  received  by  the 
Director,  the  corporate  credit  union  may 
proceed  with  its  proposed  investment  in 
fixed  assets.  If  the  NCUAB  determines 
that  the  proposal  will  not  adversely 
affect  the  corporate  credit  union,  it  will 
respond  in  writing  and  an  aggregate 
dollar  amount  or  percentage  of  total 
capital  will  be  approved  for  investment 
in  Hxed  assets. 

§  704.1 1  Corporate  reserves. 

(a)  Minimum  capital  ratio.  Each 
corporate  credit  union  shall  maintain  a 
minimum  ratio  of  risk-based  capital  to 
risk-weighted  assets  as  follows: 

(1)  Within  90  days  of  the  effective 
date  of  this  regulation,  primary  capital 
shall  be  at  least  4  percent  of  risk- 
weighted  assets,  or  the  corporate  credit 
union  will  develop  and  implement  a 
plan  acceptable  to  NCUA  for  achieving 
an  adequate  level  of  primary  capital 
consistent  with  the  provisions  of  this 
regulation.  This  plan  shall  be  submitted 
to  the  Director,  Office  of  Examination 
and  Insurance. 

(2)  By  January  1, 1994,  total  capital 
shall  equal  at  least  8  percent  of  risk- 
weighted  assets,  or  the  corporate  credit 
union  will  develop  and  implement  a 
plan  acceptable  to  NCUA  for  achieving 
an  adequate  level  of  capital  consistent 
with  the  provisions  of  this  regulation. 
This  plan  shall  be  submitted  to  the 
Director,  Office  of  Examinatioil  and 
Insurance. 

(b)  Exceptions.  The  NCUAB  may 
modify  a  corporate  credit  union's 
reserve  requirements  under  special 
circumstances. 

(c)  Components  of  risk-based  capital. 
A  corporate  credit  union’s  qualifying 
capital  base  consists  of  primary  and 
secondary  capital  of  which  at  least  50 
percent  shall  be  composed  of  primary 
capital. 

(d)  Limitations.  For  purposes  of 
calculating  the  amoimt  of  secondary 
capital,  term  subordinated  debt  shall  not 
exceed  50  percent  of  secondary  capital. 

(e)  Procedures.  Balance  sheet  assets 
and  credit  equivalent  amounts  for  off- 
balance  sheet  items  are  assigned  to  a 
risk-weight  category.  The  total  dollar 


amount  in  each  category  shall  be 
multiplied  by  the  risk-weight  assigned  to 
that  category.  The  sum  of  the  categories 
comprises  risk-weighted  assets. 

(f)  Frequency.  Each  corporate  credit 
union  shall  calculate  the  ratio  of  capital 
to  risk-weighted  assets  each  month.  A 
record  of  such  calculation  shall  be 
maintained. 

(g)  Risk-weights  for  balance  sheet 
assets.  Each  balance  sheet  asset  shall 
be  assigned  a  risk-weight  of  0  percent, 

20  percent,  50  percent,  and  100  percent 
as  indicated  in  appendix  A  to  this  part. 

(h)  Other  considerations.  (1)  An 
investment  in  the  shares  of  a  mutual 
fund  is  assigned  to  the  risk  category 
appropriate  to  the  highest  risk-weighted 
asset  that  the  fimd  is  permitted  to  hold. 

In  addition,  if  the  fund  engages  in 
speculative  activities  as  deHned  in 

§  704.2,  then  investments  in  the  fund  will 
be  assigned  to  the  100  percent  risk 
category. 

(2)  Accruals  will  be  assigned  the  risk- 
wei^ting  of  the  underlying  asset  that 
they  represent. 

(i)  Credit  conversion  factors  for  off- 
balance  sheet  items.  Off-balance  sheet 
items  will  risk-weighted  each  month 
using  credit  conversion  factors  as 
indicated  in  appendix  B  to  this  part. 

(j)  Risk-based  capital  ratios.  (1)  The 
primary  capital  ratio  is  computed  by 
dividing  primary  capital  by  total  risk- 
weighted  assets. 

(2)  The  total  capital  ratio  is  computed 
by  dividing  risk-based  capital  by  total 
risk-weighted  assets. 

(3)  Month-end  amounts  will  be  used  to 
calculate  corporate  credit  union  capital 
ratios. 

(k)  Required  reserve  transfers.  The 
amount  that  a  corporate  credit  union  is 
required  to  transfer  or  set  aside  in 
corporate  reserves  is  based  on  both  the 
corporate  credit  union’s  primary  and 
total  capital  ratios.  Ranges  of  capital 
ratios  have  been  established.  These 
capital  ratio  ranges  are  then  associated 
with  1  of  6  corresponding  categories  in 
determining  the  required  reserve 
transfer.  To  qualify  for  a  lower  reserve 
transfer  category,  the  capital  ratios  must 
fall  in  both  the  primary  and  total  capital 
ratio  ranges  of  the  applicable  category. 
The  corporate  credit  union  shall  set 
aside  an  amount  equal  to  the 
appropriate  required  reserve  transfer 
percentage  times  the  corporate  credit 
union’s  average  daily  assets  for  the 
transfer  period  times  the  number  of  days 
in  the  transfer  period  divided  by  365. 
Until  January  1, 1994,  transfers  shall  be 
based  on  the  level  of  primary  capital 
only. 

(l)  Category  1  requires  a  corporate 
reserve  transfer  percentage  of  at  least  25 
basis  points  of  average  daily  assets 


when  either  the  primary  capital  ratio  is 
less  than  4.0  percent  or  the  total  capital 
ratio  is  less  than  8.0  percent.  A 
corporate  reserve  transfer  percentage 
greater  than  25  basis  points  of  average 
daily  assets  is  required  if  needed  to 
bring  either  or  both  of  the  capital  ratios 
up  to  the  minimum  acceptable  level,  or 
the  corporate  credit  union  would  have  to 
obtain  approval  from  the  NCUAB  to 
operate  below  the  minimum  capital 
levels. 

(2J  Category  2  requires  a  corporate 
reserve  transfer  percentage  of  20  basis 
points  of  average  daily  assets  when  the 
primary  capital  ratio  is  greater  than  4.0 
percent  and  less  than  6.0  percent  or  the 
total  capital  ratio  is  greater  than  8.0 
percent  and  less  than  9.0  percent. 

(3)  Category  3  requires  a  corporate 
reserve  transfer  percentage  of  15  basis 
points  of  average  daily  assets  when 
either  the  primary  capital  ratio  is  greater 
than  6.0  percent  and  less  than  8.0 
percent  or  the  total  capital  ratio  is 
greater  than  9.0  percent  and  less  than 
12.0  percent. 

(4)  Category  4  requires  a  corporate 
reserve  transfer  percentage  of  10  basis 
points  of  average  daily  assets  when 
either  the  primary  capital  ratio  is  greater 
than  8.0  percent  and  less  than  10.0 
percent  or  the  total  capital  ratio  is 
greater  than  12.0  percent  and  less  than 
15.0  percent. 

(5)  Category  5  requires  a  corporate 
reserve  transfer  percentage  of  5  basis 
points  of  average  daily  assets  when 
either  the  primary  capital  ratio  is  greater 
than  10.0  percent  and  less  than  12.0 
percent  or  the  total  capital  ratio 
percentage  is  greater  than  15.0  percent 
and  less  than  18.0  percent. 

(6)  Category  6  requires  a  corporate 
reserve  transfer  percentage  of  0  basis 
points  when  the  primary  capital  ratio  is 
greater  than  12.0  percent  and  the  total 
capital  ratio  percentage  is  greater  than 
18.0  percent. 

(1)  Corporate  credit  unions  must 
provide  reserves  necessary  for  full  and 
fair  disclosure  as  specilRed  in  §  702.3  of 
the  NCUA  Rules  and  Regulations. 

§  704.12  Representation. 

(a)  Board  representation.  The  board 
shall  be  determined  as  stipulated  in  the 
corporate  credit  union  bylaws,  provided 
that: 

(1)  At  least  three  directors  are 
individuals  who  are  not  officers, 
directors,  or  employees  of  an  affiliated 
organization;  or 

(2)  Steps  must  be  taken  to  assure 
open,  independent  elections  including 
the  following: 

(i)  The  institution  of  a  reasonable 
nomination  by  petition  process;  and 
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(ii)  The  use  of  mail  balloting 
procedures  (or  equivalent  procedures!  in 
conducting  elections  to  ensure  that  all 
members  are  provided  an  opportunity  to 
participate  in  the  election  process. 

(b)  Representatives  ofarganizational 
members.  A  member  credit  \mion  or 
affiliated  non  credit  union  member  of  a 
corporate  credit  union  may  appoint  one 
of  its  members  or  officials  as  a 
representative  to  the  corporate  credit 
union.  The  representative  shall  be 
empowered  to  attend  membership 
meetings,  to  vote  and  to  stand  for 
election  on  behalf  of  the  member.  No 
individual  may  serve  as  the 
representative  of  more  than  one 
organizational  member  in  the  same 
corporate  credit  union. 

(c)  Recusal provisipn.  (1)  No  director, 
committee  member,  officer,  agent  or 
employee  of  a  corporate  credit  union 
shall  in  any  manner  participate  in  the 
deliberation  upon  or  the  determination 
of  any  question  affecting  his/her 
personal  pecuniary  interest. 

(2)  No  Arector,  officer,  agent,  or 
employee  shall  in  any  manner 
participate  in  the  detennination  of  any 
material  matter  affecting  the  pecuniary 
interest  of  any  corporation,  partnership, 
or  association  (other  than  the  corporate 
credit  union)  in  which  he/she  has  a 
direct  or  indirect  interest. 

(3)  In  the  event  of  the  disqualification 
of  any  directors,  by  operation  of 
paragraphs  (c)  (1)  or  (2)  of  this  section, 
the  remaining  qualiffed  directors  present 
at  the  meeting,  if  constituting  a  quorum 
with  the  disqualified  directors,  may 
exercise,  by  majority  vote,  all  the 
powers  of  the  board  widi  respect  to  the 
matter  under  consideration.  Where  aQ  of 
the  directors  are  disqualified,  the  matter 
must  be  decided  by  the  members  of  the 
corporate  credit  union. 

(4)  No  committee  member  shall  in  any 
manner,  directly  or  indirectly, 
participate  in  the  deliberation  upon  or 
the  determinatimi  of  any  question 
affecting  the  pecuniary  interest  of  any 
corporation,  partnership,  or  association 
(other  than  tUs  corporate  credit  union) 
in  which  he/she  is  directly  or  indirectly 
interested.  Ln  the  event  of  the 
disqualification  of  any  committee 
member  by  operation  of  paragraph  (c) 

(1)  or  (4)  of  this  section,  the  remaining 
qualified  committee  members,  if 
constituting  a  quorum  with  the 
disqualified  committee  member,  may 
exercise,  by  majority  vote,  all  the 
powers  of  the  committee  with  respect  to 
the  matter  under  consideration.  Where 
all  of  the  committee  members  are 
disqualified,  the  matter  shall  be  decided 
by  the  board  of  directors. 

(5)  Any  directors,  officers,  agents,  or 
emploj'ees  which  participate  in  the 


determination  of  any  matter  which  is 
not  material  in  amount  (when  measured 
annually  as  an  aggregate  of  business 
arrangements  with  the  coiporation, 
partnership,  or  association)  affecting  the 
pecuniary  interest  of  any  corporation, 
partnership,  or  association  (other  than 
the  corporate  credit  union)  in  which  he/ 
she  has  a  direct  or  indirect  interest  shall 
be  documented  in  the  minutes  of  the 
meeting  and  made  available  to  any 
member  upon  request.  Such  matters 
shall  also  be  disclosed  to  all  members  of 
the  corporate  credit  imion  by 
appropriate  means,  such  as  the  annual 
report  of  the  corporate  credit  union. 
Disclosure  to  members  shall  include  the 
names  of  all  directors  present  who  acted 
on  the  matter  and  the  nature  of  their 
interest  a  description  of  the  matter 
considered,  the  amounts  involved,  and 
evidence  that  the  matter  is  fair  and 
reasonable  to  the  coiporate  credit  union. 

§  704.13  Annual  audit 

(a)  The  supervisory  committee  of  a 
corporate  credit  union  shall  cause  an 
annual  opinion  audit  to  be  made  by  an 
independent,  duly  licensed  certified 
public  accountant  (CPA)  and  shall 
submit  the  audit  report  to  the  board  of 
directors.  A  summary  of  the  audit  report 
shall  be  submitted  to  the  membership  at 
the  next  annual  meeting; 

(b)  The  CPA’s  audit  woricpapers  shall 
be  made  available  for  review  by  the 
examiner  during  the  examination;  and 

(c)  A  copy  of  the  audit  report  and 
reportable  conditions  letter  (i.e., 
management  letter)  shall  be  submitted 
to  the  Director,  Office  of  Examination 
and  Insurance,  within  30  days  after 
receipt  by  the  board  of  directors. 

9  704.14  Contracts/written  agreements. 

Services,  facilities,  personnel  or 
equipment  shared  wito  any  party  shall 
be  supported  by  a  written  contract  with 
the  duties  and  responsibilities  of  each 
party  specified  and  the  allocation  of 
service  fee/expenses  fully  supported 
and  documented. 

§  704.15  State-charter^  corporate  credit 
unidhs. 

This  part  does  not  expand  the  powers 
and  auffiorities  of  any  state-chartered 
corporate  credit  union,  beyond  diose 
powers  and  authorities  provided  under 
the  laws  of  the  state  in  which  it  was 
chartered. 

§  704.16  Effective  date. 

This  regulation  is  effective  beginning 
December  1, 1992,  or  June  29, 1992  if  the 
corporate  credit  union  plans  to  use  ffie 
expanded  authorities  of  paragraphs  9, 7, 
and  Sand  has  substantially  oomplied 
with  the  other  provisions  this  part. 


Any  corporate  credit  union  that  is 
unable  to  comply  with  this  regulation  by 
the  effective  date  shall  obtain  a 
temporary  waiver  from  the  Director, 
Office  of  Examination  and  Insurance.  To 
obtain  a  waiver,  the  officials  of  the 
corporate  credit  union  shall,  at  least  90 
days  before  the  effective  date  of  this 
regulation,  explain  in  writing  the  nature 
of  and  reasons  for  the  noncompliance, 
state  a  target  date  by  which  the 
corporate  credit  union  will  be  in 
compliance  with  die  regulation,  submit 
any  and  all  information  requested  by  the 
Director,  Office  of  Examination  and 
Insurance,  necessary  to  make  a  decision 
concerning  the  waiver  and  request,  in 
writing,  that  a  waiver  of  this  regulation 
be  granted.  The  Director,  Office  of 
Examination  and  Insurance,  will 
respond  in  writing  within  45  days  of 
receiving  all  requested  information 
necessary  to  make  a  decision. 

Appendix  A— Summary  of  Risk 
Weights  and  Risk  Categories  for 
Corporate  Credit  Unions 

Category  1:  Zero  Percent  Risk  Weight 

a.  Coin  and  currency  on  hand  or 
physically  in  transit 

b.  Balances  due  from  and  claims  on 
Federal  Reserve  Banks. 

c.  Claims  on  and  portions  of  claims 
that  are  unconditionally  guaranteed  by 
the  U.S.  Government  or  its  agencies. 

d.  Claims  collateralized  by  cash  or 
eligible  deposits. 

e.  CLF  subscriptions,  mcluding  U.S. 
Central  CLF  Participation  Certifi^tes, 
and  CLF  Pass  Through  Loans  from  the 
CLF  through  U.S.  Central  to  the 
corporate  credit  unions. 

f.  Asset  Accounts  related  to  Member 
Reverse  Repurchase  A^eements 
without  indemnity  obligation. 

g.  Claims  on  or  uncondHionally 
guaranteed  by  sovereign  central 
governments  of  “AAA”  rated  countries. 

h.  Accrued  interest  receivable  on  the 
above. 

Category  2: 20  Percent  Risk  Weight 

a.  Items,  other  than  Coin  and 
Currency,  in  process  of  collection. 

b.  Claims  on  or  Portions  of  Claims 
guaranteed  by  U.S.  Government- 
Sponsored  Corporations  and 
Enterprises. 

c.  Claims  conditionally  guaranteed  by 
the  U.S.  Government  or  its  Agencies  or 
U.S.  Government-Sponsored 
Corporations  and  ^erprises. 

d.  Claims  or  Portions  of  Claims 
(including  Repurchase  Agreements) 
collateraKzed  by  secwims  issued  by  the 
U.S.  Government  or  its  agencies  or  U.S. 


22636  Federal  Register  /  Vol.  57,  No.  103  /  Thxirsday,  May  28.  1992  /  Rules  and  Regulations 


Government-Sponsored  Corporations 
and  Enterprises. 

e.  General  obligation  claims  on  state 
and  local  governments  located  in  the 
United  States. 

f.  Claims  on  U.S.  Depository 
Institutions  (including  Federal  Funds 
sold)  subject  to  the  ratings  requirements 
shown  below. 

g.  Claims  on  Depository  Institutions 
(including  Federal  Funds  sold)  chartered 
in  countries  rated  AAA  other  than  the 
United  States  subject  to  the  ratings 
requirements  shown  below. 

h.  Claims  on  a  corporate  credit  union. 

i.  Asset  accounts  related  to  Member 
Reverse  Repurchase  Agreements  with 
indemnity  obligations. 

j.  Delivery  Versus  Payment  (DVP) 
Repurchase  Transactions  in  which  the 
corporate  receives  the  securities 
collateralizing  the  transactions,  and  the 
corporate  is  authorized  to  invest  in  these 
securities. 

k.  Tri-party  Repurchase  transactions 
with  broker/dealers  having  at  least  $100 
million  in  capital  which  are 
collateralized  by  securities  that  the 
corporate  credit  union  is  authorized  to 
invest  in. 

l.  Asset-backed  securities  rated  no 
lower  than  AAA  with  remaining 
weighted  average  lives  of  3  years  or 
less. 

m.  All  CMOs/REMICs  (excluding 
CMOs/REMICs  collateralized  by  whole 
loan  mortgages)  that  comply  with 
section  6(b)(2)(vi). 

n.  Secured  loans  to  credit  unions. 

o.  Accrued  Interest  Receivable  on 
above. 

In  order  to  have  a  20  percent  risk¬ 
weighting,  U.S.  Depository  Institutions 
and  Foreign  Banks  must  meet  one  of  the 
following  conditions: 

(a)  The  institution  has  a  short-term 
debt  rating  not  lower  than  A-2  (or 
equivalent)  by  a  SEC-recognized  rating 
agency:  or 

(b)  The  institution  has  a  long-term 
debt  rating  not  lower  than  A-  (or 
equivalent)  by  a  SEC-recognized  rating 
agency;  or 

(c)  The  institution  has  an  issuer  rating 
not  lower  than  B/C  (or  equivalent)  by  a 
SEC-recognized  rating  agency. 

Category  3: 50  Percent  Risk  Weight 

a.  Asset-backed  securities  rated  no 
lower  than  AAA  having  a  weighted 
average  life  greater  than  3  years  at  the 
time  of  purchase. 

b.  All  CMOs/REMICs  collateralized 
by  whole-loan  mortgages  that  qualify 
under  section  6(b)(2)(vi). 

c.  Accrued  Intere^  Receivable  on  the 
above. 


Category  4: 100  Percent  Risk  Weight  for 
All  Other  Assets  Including,  but  not 
limited  to 

a.  Loans  to  and  Investments  in 
CUSOs. 

b.  Unsecured  loans  to  credit  unions. 

c.  All  fixed  assets,  including  land, 
buildings,  furniture,  fixtures,  equipment, 
automobiles,  and  leasehold 
improvements. 

d.  All  Hold-in-Custody  Repurchase 
Agreements. 

e.  Member  Capital  Share  Deposits 
(MCSD)  in  a  corporate  credit  union. 

f.  Stripped  Mortgage-Backed 
Securities. 

g.  Residual  Interests  of  CMOs/ 
REMICs. 

h.  Zero  Coupon  Securities  with  a 
maturity  date  more  than  5  years  fi:om 
the  purchase  settlement  date  of  the 
security. 

i.  Claims  on  U.S.  Chartered 
Corporations  and  Bank  Holding 
Companies,  including  Commercial  Paper 
and  Corporate  Bonds. 

j.  Mutual  Funds  that  do  not  qualify  for 
a  lower  risk-weighting. 

k.  Prepaid  Assets. 

,1.  Accounts  Receivable  and  other 
receivables. 

m.  NCUSIF  Deposit. 

n.  Mortgage  Servicing  Rights. 

o.  Intangible  Assets. 

p.  Accrued  Interest  Receivable  on  the 
above. 

Appendix  B— Off-Balance  Sheet  Credit 
Conversion  Factors 

Zero  Percent  Credit  Conversion  Factor 

Unused  portions  of  credit  lines  with 
original  mattuities  of  6  months  or  less, 
or  which  are  unconditionally 
cancellable. 

50  Percent  Credit  Conversion  Factor 

a.  Unused  portions  of  credit  lines  with 
original  maturities  exceeding  6  months. 

b.  Commitments  to  participate  in  a 
loan  or  loan  package. 

100  Percent  Credit  Conversion  Factor 

a.  Irrevocable  standby  letters  of  credit 
guaranteeing  financial  performance 
(including  VISA  letters  of  credit  issued 
by  corporate  credit  unions  on  behalf  of 
their  members,  or  standby  letters  of 
credit  backing  Industrial  Revenue 
Bonds) 

b.  Forward  Commitments  to  purchase 
an  asset  or  perform  under  a  lease  • 
contract. 

c.  Securities  held  in  safekeeping 
loaned  with  indemnification.  Other  off- 
balance  sheet  items  will  be  addressed 
on  a  case-by-case  basis  by  the  Director, 
Office  of  Examination  and  Insurance. 


Appendix  C— U.S.  Government 
Obligations,  Agencies,  and 
Govemment-S^nsored  Corporations 
and  Enterprises 

U.S.  Government  Obligations  and  U.S. 
Government  Agencies 

a.  U.S.  Treasury  Bills. 

b.  U.S.  Treasury  Notes. 

c.  U.S.  Treasury  Bonds. 

d.  Commodity  Credit  Corporation. 

e.  Export-Import  Bank  (E^dm  Bank). 

f.  Farm  Crecfit  System  Financial 
Assistance  Corporation  (FCSFAC). 

g.  Farmers  Home  Administration 
(FmHA). 

h.  Federal  Housing  Administration 
(FHA). 

i.  General  Services  Administration 
(GSA). 

j.  Government  National  Mortgage 
Association  (GNMA). 

k.  Maritime  Administration  (MA). 

l.  Overseas  Private  Investment 
Corporation  (OPIC). 

m.  Small  Business  Administration 
(SBA). 

n.  Veterans  Administration  (VA). 

o.  Washington  Metropolitan  Area 
Transit  Authority  (WMATA). 

U.S.  Government-Sponsored 
Corporations  and  Enterprises 

a.  Federal  Home  Loan  Bank  (FHLB). 

b.  Federal  Home  Loan  Mortgage 
Corporation  (FHLMC). 

c.  Federal  National  Mortgage. 
Association  (FNMA). 

d.  Resolution  Trust  Corporation 
(RTC). 

e.  Student  Loan  Marketing 
Association  (SLMA). 

PART  741— REQUIREMENTS  FOR 
INSURANCE 

1.  The  authority  citation  for  part  741 
continues  to  read  as  follows: 

Authority:  12  U.S.C.  1757, 1766, 1781 
through  1790.  Section  741.11  is  also 
authorized  by  31  U.S.C.  3717. 

2.  Section  741.9  is  amended  by 
revising  paragraphs  (a)(3)  and  (b)(3)  to 
read  as  follows: 

§741.9  Criteria. 

•  *  *  *  « 

(a)  *  *  * 

(3)  Special  reserve  for  nonconforming 
investments.  State-chartered  credit 
unions  (except  state-chartered  corporate 
credit  unions)  are  required  to  establish 
an  additional  special  reserve  for 
investments  if  those  credit  unions  are 
permitted  by  their  respective  state  laws 
to  make  investments  beyond  those 
authorized  in  the  Federal  Credit  Union 
Act  or  the  NCUA  Rules  and  Regulations. 
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State-chartered  corporate  credit  unions 
are  permitted  to  make  only  those 
investments  that  are  in  conformance 
with  part  704  of  the  NCUA  Rules  and 
Regulations. 

***** 

(b)  *  ‘  * 

(3)  Investment  policies  which  are 
within  the  provisions  of  applicable  law 
•and  regulations,  i.e.,  the  Act  and  part 
703  of  this  Chapter  for  federal  credit 
unions  and  the  laws  of  the  state  in 
which  the  credit  union  operates  for 
state-chartered  credit  unions,  except 
state-chartered  corporate  credit  unions. 
State-chartered  corporate  credit  unions 
are  permitted  to  make  only  those 
investments  that  are  in  conformance 
with  part  704  of  the  NCUA  Rules  and 
Regulations. 

***** 
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